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Dear S i r  or  Madam: 

We have connidered your applicatiorr f o r  reoognitton of exemption from 
Federal income t ax  a s  an organizat ion described i n  sedt ion  501(a) (3)  of the  
In terna l  Revenue Code of 1954. 

The information submitted disclosed t h a t  you were incorporated on  
 ucder the laws of the S t a t e  of . 

Your purposes a s  -.f f o r t h  i n  the  t h i r d  a r t i o l e  bf your Articles of 
Incorporation a r e  a s  f .  a s :  

To es t ab l i sh ,  maintain and conduot an i n s t i t u t i o n  ur 
i n s t i t u t i l ~ n s  of car ing  f o r  ch i ldren  of the ages 4 months 
through k. ndergarten on a non-seatarian b a l j s  f o r  the  
purposes c f  o f f e r ing  a sa fe  and olean plaab f o r  our 
ch i ldren  t o  play. , % 

Your appl ica t ion  s t a t e s  t h a t  t he  s o l e  pu rpok  of' ' t h e  organizat ion i a  t o  
provide s i t t e r  serv ices  'or the chi ldren of members of?  

, while they volunteer t h e i r  s e rv ices  t o 1  the  Community. Your 
only source of f i n a n c i a l  support cons is t s  of monthly qembership fees.  

. Section 501 ( c )  ( 3 )  of the  Code provides f o r  exempCion from Federal income 
tax of organizat ions tha t  alee organized and operated exc lus ive ly  f o r  
r e l ig ious ,  cha r i t ab le ,  s c i e n t i f i c ,  l i t e r a r y  o r  educational purposes. 

Sect ion 1 . 5 3 1 ( ~ ) ( 3 $ - l ( b ) ( l l ( i )  of the  Regulations provides t h a t  an  
organizat ion i s  organized exclusively f o r  one o r  Fore exempt purposes only i f  
i t s  a r t i c l e s  of organization: 

a )  L i m i t  the purposes of such organizat ion t o  one o r  
mare exempt purposes; and 

, ' 
b) Do not expressly emparor the organiza t ibn  t o  
engage, otherwise than an  in subs tan t i a l  park of its 
a c t i v i t i e s  which i n  themselves a r e  not  i n  fgr tberance 
of one o r  more exempt purposes. 



 - .  

Sect ion  1.501 ( c )  (31-1 ( d l  ( 1 ) of t h e  Inoome T a x  Regulationd z r w i d e s  t h a t  
i n  order  t o  be exempt a s  an organlza t i6n  desoribed i n  aeotion 501 ( 0 )  (31 , an' 
o rganiza t ion  must be both organized .and operated exclusively f o r  one or more 
of the purposes spec i f i ed  i n  such seot ion.  I f  an organiza t ion  f a i l a  t o  meet 
e i t h e r  the organiza t iona l  test  or t he  opera t iona l  test, i t  i a  not exempt. 

Sec t ion  1 . 5 0 1 ( 0 ) ( 3 ) - l ( d ) ( l ) ( i i )  of t h e  Inoome Tax Regulations provide8 
t h a t  an o19ganization l a  not organized or  operated exdluaively f o r  one or  more 
exempt purposes unless  i t  aarvea a publ io  r a t h e r  than  a p r i v a t e  i n t e r e a t .  

In  Revenue Ruling 70-533,1970-2 C.B. 112, an opganizat ion formed t o  
opera te  a work-related ch i ld  ca re  and development oente r ,  i n  conjunct ion with 
an i n d u s t r i a l  company t o  provide pre-achool age ch i ld ren  of f ac to ry  workers 
w i t h  an educat ional  program and a a r e  during the  work day, while  enrollment baa 
based upon the f i n a n c i c l  need of t he  family drid the  need o i  a oh i ld t  was held 
exempt under s ec t i on  501 (c ) (3 )  of t he  Code. The organiza t ion  waa performing a 
c h a r i t a b l e  a c t i v i t y  and advancine education. 

Siace t he  organiza t ion  Is primarily funded by Federal  g r an t s ,  is open t o  
members of the  comsunity r a t h e r  than r e s t r i c t e d  t o  employees of t h e  ompany, 
and ch i ldren  a r a  s e l ec t ed  on tho baaia of ob jeo t ive  criteriat any p r i v a t e  
b e n e f i t s  derivod by the oompany or the  paren ts  of enro l led  ch i ld ren  is 
inc iden ta l  t o  t he  puSlic b e n e f i t s  r e s u l t i n g  from t h e  organizatConts  
operat ions.  

Your major a c t i v i t y  is t o  provide s i t t e r  s e r v i c e s  f o r  t h e  memberst 
ch i ld ren  while they a r e  volunteer ing t h e i r  s e r v i c e s ' t o  t h e  camuni ty .  This ?.a 
not exc lus ive ly  i n  fur therance of one o r  more exempt purfcsea set f o r t h  i n  
s ec t i on  5 0 1 ( c ) ( 3 )  of the code. Accordingly, your organiza t ion  f a i l s  t o  meet 
the  opera t iona i  t e a t ,  s i nce  your a c t i v i t i e s  only re rve  t h e  p r i v a t e  i n t e r e s t s  
1:f your members. 

Therefore,  we propose t o  deny yo& app l i ca t i on  f o r  recogni t ion  of 
exemption under s ec t i on  501 ( c )  ( 3  1 of the  Code. It I$ also our  opinion t h a t  
you cannot q u a l i e  f o r  exemption under any of t h e  o t h e r  s e c t i o n s  of t h e  
I n t e r n a l  Revenue Code.STherefore, you are requi red  t o  f i l e  Federal income t a x  
r e t u r n s  annually on Form 1120. Because you a r e  not  an organiza t ion  descr ibed 
i n  s ec t i on  170 (c )  of the  Code, donors may not d13d:ct con t r ibu t ions  made t o  
you, 



 

I f  you a r e  i n  agreement, p leaae s i g n  and r e t u r n  one copy of t h e  e n o l ~ s e d  - Form 6018. 

You have t h e  r i g h t  t o  p r o t i s t  t h i s  proposed de te rmina t ion  i f  you be l i eve  
t h a t  i t  i s  i nco r r ec t .  To p r o t e s t ,  you should s u h , i t  a w r i t t e n  appeal  g iv ing  
t h e  f a c t s ,  l 3 w  and any o the r  informbtion t o  support  your p o s i t i o n  as exp la ined  
i n  t he  enclosed Publ ica t ion  892 (Rev.7-83). "Exempt Organizat ions  Appeal 
Procedures f o r  U n a g r e e d , I s s u e ~ . ~  The appeal  must be submitted w i th in  30 days  
from the  da t e  of t h i s  l e t t e r  and must be s igned by one of your  p r i n o i p a l  
o f f i c e r s .  You aay reques t  a hear ing  wi th  a member of t h e  o f f i c e  of t h e  
Regional Direc:or of Appeals when you f i l e  your appeal.  I f  a hea r i ng  i s  
requested,  you w i l l  be c9ntacted t o  arrange a d a t e  f o r  it. The hear ing  ,lay be 
held  a t  the  Regional Of f ice ,  o r ,  i f  you r eques t ,  a t  any mutual ly  00nveni;nt 
D i s t r i c t  Off ice .  I f  you a r e  t o  be represented by someone who is no t  0r.e of  
ycur p r i nc ipa l  o f f i c e r s *  he must f i l e  a proper power of a t t o r n e y  an+ o therwisa  
qua l i f y  under our Conference and P rac t i c e  Requireaents  as set f o r t t  : ; I  S e c t i o n  
601.502 of t he  Statement of Procedural  Rules. See Treasury Department 
C i r cu l a r  No. 230. 

I f  you do no t  p r o t e s t  t h i s  proposed de te rmina t ion  i n  a t imely manner, i t  
irill be considered by the  I n t e r n a l  Revenue Serv ioe  as a f a f l u r e  t o  exhaust  
a v a i l a b l e  adm.f.nistrative remedies. Sea t i on  7428(b)t2) of  t h e  I n t e r n a l  Revenue 
Code provides i n  p a r t  t h a t ,  " A  dec l a r a to ry  judgment o r  dec r ee  under t h i s  
s ? c t i o n  s h a l l  not  be isaued i n  any proceeding un l e s s  t h e  Tax Court, t h e  Claims 
Court ,  o r  t h e  d i s t r i c t  cour t  of t h e  United S t a t e s  f o r  t h e  D i s t r i c t  of Columbia 
determines t h a t  t he  o rgan i za t i on  involved has exhausted admin i s t r a t i ve  
remedies a v a i l a b l e  t o  i t  wi th in  t h e  I n t e r n a l  Revenue S e m r i ~ e . ~  

I f  we do not hear  from you w i th in  t h e  time s p e c i f i e d ,  t h i s  w i l l  become 
our f i n a l  determinat ion.  I n  t h a t  sven t ,  app rop r i a t e  S t a t e  o f f i c i a l s  w i l l  be 
n o t i f i e d  of t h i s  a c t i o n  i n  accordance with  t h e  p r w i s i c n s  of s e c t i o n  6104(c)  
3f t h e  Code. 

This is a .  proposed den ia l  l e t t e r .  

S ince r e ly  yours ,  

 
D i s t r i c t  Di r3c tor  

Enclosure -2 




